Foreign direct Investment (FDI) has played an important role in the development of the economy of Lao Peoples Democratic Republic (Lao PDR or Laos) in recent decades. Economic transition of Laos to a market-driven economy has attracted international investor attention. This paper examines the trends of foreign capital inflows to Laos as they increased since the promulgation of FDI law in 1988. The paper also describes the sources and types of FDI in Laos. The sectoral, provincial and legal-type distribution of FDI in Laos are investigated. Finally, the paper provides an overview of the trends and patterns of Australian investments in Laos.
It appears that actual FDI in Laos has increased remarkably in the past several years with a growth of more than 30 percent per year on average over the three full years, 2000/2001, 2001/2002 and 2003/2004 . The actual investment was estimated to increase by 20 per cent during the period [2002] [2003] , to about US$180 million, while the approved FDI rose to about US$503 million during the same period. Figure 2 shows approved FDI flows and actual FDI flows in Laos during the period [2003] [2004] . As shown in Figure 3 , the main drivers of the rise in approved and actual FDI in Laos in 2003/04 have been investments in industries and services (WBG, 2004) .
ASEAN investment in Laos increased rapidly during the period 1997 to 2004. ASEAN investors have become the largest sources of FDI in Laos. This may suggest that Laos is becoming a favourable investment location with cultural links with ASEAN investors. European investment in Laos shows a downward trend in recent years as they have been replaced by the Newly Industrialised Economies (NIEs). The triad countries [Japan, the U.S and the European Union] were traditionally the major sources of FDI flows into the ASEAN region. It appears that the NIEs and intra-ASEAN investment (China, Taiwan, Malaysia and South Korea) have become significant sources of FDI to the Asian region (ASEAN Investment Report, 1999) . These countries have become a major source of foreign investment in Laos in recent years. The major developed countries with investments in Laos have been the USA, France, Switzerland, Australia and New Zealand. The ASEAN countries, Thailand, Singapore and Malaysia have also invested a large amount in Laos (US$200 million in June 1993). The growth in ASEAN and NIE investments in Laos were significant in the period 1992 -1994 (Than and Tan 1997 . The trend indicates the importance of Lao integration into the ASEAN regional economy and the international economy (FIMCL, 1997) . Thailand has been the dominant investor in Laos since 1988 . Between 1988 and 1994 , Thai investment in Laos was over six times greater than that of the second largest investor, the USA (US$554 million versus US$86 million) (Far Eastern Economic Review, 1995) . In 2004, Thailand accounted for 34.30 per cent of all FDI flows to Laos. This dominant position of Thailand is expected to remain for many years because of its geographical proximity, cultural links and close trade and economic relations with Laos.
The next largest source of inward FDI in Laos was the USA, accounting for 13.38 per cent, followed by Malaysia (9.72 per cent), France (5.58 per cent) and China (4.25 per cent) (Note 3). The EU FDI has also been significant in Laos. France is one of the largest EU investors in Laos. Historical ties had a great deal to do with this development. Laos has become a favoured EU investment destination and a source of exported products to the EU because of the Generalised System of Preferences (GSP) granted to Laos. Wholly foreign owned FDI has been the common type of foreign investment since the amended law in 1994.
In [2003] [2004] , the main countries with investment approvals in Laos have been Australia (US$293 million), followed by Vietnam (US$63 million), Thailand (US$60 million), Switzerland (US$30 million) and China (US$28 million) (See Figure 4) . Other investors are Malaysia, Netherlands, the Republic of Korea, the United States of America, and France. Data on actual investments by country were not available, however, the main investors in 2003/2004 were Australia, China, Malaysia, Thailand, Vietnam, Asian NIEs and several EU members (WBG, 2004) . Australia remains an important player in investment in Laos. It is expected that Australian investments in Laos continue to rise as Laos improves its physical infrastructure, economic performance, political stability and continuation of bilateral trade relations with Australia.
Patterns of Foreign Direct Investment in Laos

Sectoral Distribution of Foreign Direct Investment in Laos
The sectoral distribution of FDI in Laos has changed considerably since the adoption of the law on FDI in 1988. In the early 1990s, foreign investment in Laos concentrated on the hydropower sector and the mining sector. Western investors began to explore for potential natural resources, notably in 1990-1993, and in recent years. Foreign investment in the manufacturing sector was significant since 1992. In the manufacturing sector, much of the investment was in labour intensive and low technology industries. Direct investment within the manufacturing sector was spread across a broad range of industries, the most important being textiles. Other important industry groups were beer and footwear. Foreign direct investment flows to Laos by industry sector are shown in Appendix 2.
FDI in the manufacturing sector continued to rise in the mid 1990s. By 1995, Laos exported 80 per cent of garments produced in FDI related factories to the EU nations (Freeman, 2001) . The firms of Asian NIEs were attracted to the manufacturing industry, including the production of textiles, garments, footwear and other manufactured goods. Foreign firms have also begun to invest in the services sector during the period 1990 to 1992. The shift in the pattern of FDI in Laos can be explained by two factors. Firstly, the revised law encouraged FDI into export-oriented manufacturing enterprises as well as improvement in infrastructure. Secondly, ASEAN firms were the fastest growing sources of foreign investment in Asia (Freeman, 2001 ). In addition, Laos is in the process of moving from an agricultural economy to an economy with a small industrial sector focusing on manufacturing activities and tourism (United Nations, 2005) .
In 1996, foreign investments in the manufacturing sector accounted for 21 per cent. Wearing apparel and garments accounted for a significant share of investment flows to Laos. According to the ASEAN Investment Report (1999), the USA and South Korea investments in Laos were concentrated in the hydropower industry, while the investments from France, China and Thailand were diversified in all sectors. In 2003, the top four investors in all business sectors were China, South Korea, Malaysia and Thailand. The top four investors in the manufacturing sector were China, Thailand France and Malaysia (Savan-Seno Special Economic Zones Authority, 2003).
The majority of Australian investments in Laos were in the mining, construction and hydropower sectors. Australian investment in the South East Asian region has also been substantial in the mining sector in the second half of the 1990s. This importance of Australian direct investment in the mining sector could be due to the long tradition and experience in Australian firms of exploitation in mining and the development of mining technology (BIE, 1995) . In 1996, hydro-electricity projects accounted for about 75 per cent of the total value of investments approved. Mining accounted for 4 per cent, services 17 per cent and energy 73 per cent. Other attractive sectors were garments, manufacturing and agriculture (FIMCL, 1996; DFAT, 1997) . This suggests that Australian investors are keen in mineral exploration and are able to bring world-class expertise and technology. This sectoral pattern of investment can be explained by the concept of comparative advantage. Australia has a comparative advantage in expertise and in the activities relating to resource extraction in the mining, energy and mineral industries.
During 1997-1998, about 49 per cent of FDI flows to Laos went to hydropower sector, which was one of the capital-intensive sectors. About 17 per cent of the total FDI flows concentrated in the manufacturing sector and about 34 per cent in services, hotels, agricultural and other sectors (ASEAN Investment Report, 1999) . Investment in the mining sector has also increased over the years, representing 1.28 per cent of total FDI flows to Laos. FDI into hotels, restaurants, industries and handicrafts increased dramatically between 1994 and 1996 (see Figures 5 and 6).
Currently, FDI flows to Laos are concentrated in hydropower (67.40 per cent), handicrafts such as weaving silk (3.88 per cent) and industries comprising of labour intensive and low-technology goods such as garments aimed at export markets. Hotels and restaurants (7.18 per cent), telecommunications (8.21 per cent) and services (3.11 per cent) are other sectors that receive FDI in Laos. Although FDI in mining represents 1.28 per cent of total investment by sector in Laos, it appears that actual FDI in mining has grown rapidly since the early 1990s. Australia is the largest foreign investor in mining in Laos. Australian investments in the mining industry in Laos have grown rapidly, notably during the past several years. per cent of the total (about US$150 million, mining estimated at US$130 million or 87 percent), followed by agriculture (around 3 per cent) and services (11 per cent). In sum, most of the approvals of FDI concentrate in natural resources (hydropower and mining) and some in services, but very little in the agricultural sector (WBG, 2004) .
Foreign Direct Investment by Province
The Lao government started to encourage FDI outside Vientiane in the mid 1990s. This was a part of the government's regional development strategy. Latest data are not available on FDI by provinces. Data are only available for the 1992-1999 period. FDI in Laos is unevenly distributed across the regions (See Table 1 ). The majority of foreign firms are located in the central region of Laos and in the metropolitan area of Laos. These include both manufacturing and services industries. Reasons for this concentration are easier access to transportation, the availability of labour force, and the proximity to government departments and markets. The government recently provided attractive tax and non-tax incentives in recognising the need to promote inward FDI in rural areas.
Foreign Investment by Legal Types
Joint ventures and wholly foreign owned enterprises have been the common types of FDI in Laos, in terms of capital registered and project implementation (See Table 2 ). It is likely that 100 per cent foreign owned enterprises exceed joint ventures as government policy encouraged this form of investment (Saignasith and Lathouly, 1995) . Following the amendments of the 1988 law, joint ventures and wholly foreign owned enterprises remain. No current data on FDI by legal types are available; the data are confined to the 1990-1992 period. The DDFIL does not have the data on foreign investment by legal types. In relation to Australian investments in Laos, wholly owned and joint ventures have been the preferred modes of entry.
Australian Investments in Laos
In this section, the emphasis is on Australian direct investment in Indochina and Laos, and the data were obtained from the DDFIL. This section supplements to the findings from the ASEAN Investment Report (1999), DFAT (1994 , 1997 ), and Freeman (2001 , 2002 ).
Australia's direct investment in Indochina became insignificant since the 1970s. Australian investors represented small interests in Indochina. Political instability and the lack of infrastructure have impacted Indochina's trade and investment (DFAT, 1994) . In the past decade, there has been a change in the pattern of Australian investment towards ASEAN countries including Indochina countries. Economic reforms in Indochina in 1986 have expanded trade and investment opportunities for Australian firms. Australian investment in Indochina has been significant in minerals exploration and construction. Cambodia, Vietnam and Laos have emerged as attractive locations for foreign investments in manufacturing industries such as textiles, clothing, footwear and tourism industry (DFAT, 1994) .
No data are available on Australian investment in Laos on a year-by-year basis; therefore, this section seeks to describe the general pattern of Australian FDI flows to Laos between 1988 and 2004 (Note 4) . Appendix 3 shows the number of projects and values classified by industry in which Australian investors have been investing. Prior to 1988, Australian investment in Laos was insignificant. Following the 1986 open door policy, many Australian firms including mining companies were allowed to conduct mineral exploration in Laos. In 2004, while the level of Australian investment in agriculture in Laos has remained small, Australian investment has been substantial in the mining sector of which Laos accounted for 25 per cent of total investment, followed by construction (21.84 per cent), hotels (14 per cent), services (10.45 per cent), handicrafts (9.76 per cent) and hydroelectricity power (3.79 per cent). The mining and construction sectors have received more investment applications. However, Australia is not the only new comer to invest in these sectors. The USA, China, France and South Korea have become the largest investor sources in these sectors. In the late 1990s, nearly about a quarter of all approved projects were in the hydropower sector. Other sectors in which Australia has been active include tourism, consultancy, financial, trading and agriculture.
Australian investors are attracted to resources as well as relatively cheap labour that exist in Laos. Australian FDI flows to the mining, hydropower and manufacturing industries indicate that these are resource-seeking investments. This also suggests that Australian firms are investing in locations that provide them with competitive advantages and economies of scale. Thus, it points to the efficiency seeking of FDI. The Lao government progressively relaxed the restrictions to attract more foreign investors in mineral resources.
Mining activities are an important source of income for Laos (Freeman, 2001 ).
The ASEAN Investment Report (1999) , BIE (1981 ,1984 ,1994 ,1995 ), Oyul (2003 and the DFAT (1997) found that Australian investment in Asia in general is concentrated in several industries including mining, construction, consultancy and services. The leading investors in Asia in mining are the USA and Australia.
Conclusion
FDI has contributed to the development of the Lao economy during the transition of the country into a market driven economy. FDI has benefited the country in terms of its contribution to the socio-economic development, foreign exchange earnings, technological advantages, increased gross domestic product, and employment creation. In addition, FDI flows have assisted the Lao economy in poverty alleviation. Laos has been learning to encourage FDI in order to support its economic reforms and achieving significant development. Over the past decade, FDI flows to Laos have gradually grown. The 1990s saw a remarkable increase in the world FDI as a result of liberalisation of FDI regulations in most part of the world. Developing country governments were driven by the need to attract foreign investment by offering investment incentives and removing major obstacles to foreign investment.
South East Asian countries have been attractive recipients of FDI in the 1980s and 1990s. These countries have placed emphasis on the role of FDI played in contributing to the development of their economies. Countries such as Laos that were internationally isolated in the past had experienced shortages of foreign capital flows into the country. Laos, being one of the least developed countries has been successful in attracting foreign capital of multinational enterprises seeking new markets, resources and low cost of production to manufacture products and services. Australian investors have become actively involved in various sectors of the Lao economy. In recent years, Laos experienced a significant capital inflow also from the newly industrialising economies (NIEs). . Berkeley: University of California Press. Note 2. Note that the DDFIL only records license approvals rather than project implementations. The WBG and the ADB, on the other hand, record the actual project implementations. Approved investments may overstate or understate the actual investments because not all projects approved are implemented. Similarly, Freeman (2001, p.8) notes that it is difficult to examine the actual FDI flows into Laos. Actual investment may be lower than approved investment, noticeable in the case of manufacturing projects where many projects have not been implemented due to delays in the processing of investment proposals. In addition, several projects involving foreign investors from different countries are involved but the total investment is from the home country of the lead investor.
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